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KEY ECONOMIC INDICATORS - SWITZERLAND 
(in millions of Swiss Francs (SF) unless noted) 
Projected 
1987 1989 

Domestic Economy 
Population (millions) 6. ‘ 6.70 
Population growth (%) 0: : 1.4 
GDP at current prices 255,130. 270,470. 283, 331.0 
Per Capita GDP (SF current prices) 

38,833. 40,980. 42, 200 « 
Real GDP % change 2 Bi. 2 
Consumer price index % change Re as a 


Production and Employment 

Industrial production % change 

Industry and services labor 
force (1,000) 

-- Of which foreign 

Unemployment 


2 


(average % for year) 0.8 


Balance of Payments and Foreign Exchange 
(Payments basis) 


Exports of goods (fob) 697 514% 
Imports of goods (cif) 78,051. 
Trade Balance =§, 540. 
Current Account Balance 10,807. 
Foreign Exchange Reserves 

(year end) 37,440. 
Average Exchange Rate 

(SF/Dollar) Le 


Foreign Investment in Switzerland 
U.S. (cumulative in millions) $20,000. 


Monetary and Fiscal 
Central bank money* 


(percent change) 
Federal Budget (SF billions): 
Expenditures 
Receipts 
Surplus 


U.S. Swiss Trade 
(customs basis) 
Swiss Imports from U.S. 
Swiss Exports to U.S. 
U.S. % of Total Swiss Imports Sis 5. 
U.S. % of Total Swiss Exports 8. 8. 


Main Industrial Imports from the U.S. in 1988 (SF Million) 

EDP and office equipment and parts (633); diamonds, other 
precious stones and jewelry (517); aircraft and aircraft parts 
(460); electrotechnical machinery (387); industrial machinery 
(346); instruments and apparatus for optical, medical and 
industrial applications (314); organic chemicals (288); motor 
vehicles and parts (246); plastic materials (119). 


Principal Swiss Exports to the U.S. in 1988 (SF Million) 
Industrial machinery, including machine tools, textile 
machinery, printing and paper machinery (1,436); organic 
chemicals, pharmaceuticals, dyestuffs (1,112); watches (733); 
electrotechnical machinery (539); jewelry (537); instruments and 
apparatus for optical, medical and industrial applications 
(439); hand tools (125). 


*Currency in circulation plus banks’ sight deposits with the 
central bank. 


Swiss National Bank monetary growth target for 1989. 


Sources: Die Volkswirtschaft; Wirtschaftsspiegel; Monatsbericht 
Schweizerische Nationalbank (current account balance) ; 
Jahresstatistik Aussenhandel der Schweiz; Survey of Current 
Business. 





SUMMARY 


The Swiss economy had an excellent year in 1988, with a 3 
percent increase in GDP and only a 1.9 percent rise in consumer 
prices. It is not likely, however, that the economy will 
perform quite so well in 1989. Tighter monetary policy, higher 
mortgage interest rates, and a weaker Swiss franc (SF) will 
probably combine to hold growth to a rate slightly over 2 
percent, while inflation could reach as high as 4 percent in 
1989. The strong economy has acted to sweep in imports. 
Nevertheless, despite a growing trade deficit, Switzerland 


should record a current account surplus approximately as large 
as that recorded in 1988. 


The outlook for U.S. exports to Switzerland is generally very 
good, despite the recent increase in the value of the U.S. 
dollar. Switzerland has the highest per capita income in the 
developed world. Its labor force is very highly paid and in 
short supply. The country has only a 0.6 percent unemployment 
rate. Swiss consumers, therefore, have a great deal of 
discretionary income, and Swiss firms have an incentive to 
invest in laborsaving methods. 


U.S. firms took advantage of this situation in 1988 to increase 
their exports of a wide range of goods to Switzerland by 14.2 
percent. Swiss imports from the United States have grown at an 
even faster rate in the first five months of 1989 and should 
continue to be strong for the remainder of the year. The one 
partial exception to the buoyant market for U.S. exports is 
agriculture. Several factors, including Swiss agricultural 
protectionism and preferential trading arrangements with other 
European countries, combined to restrain the U.S. share of 


Swiss agricultural imports in 1988 to the second lowest level 
in over a decade. 


To sum up, 1988 was a very good year for U.S. exporters to 
Switzerland and 1989 promises to be even better. 


ECONOMIC PERFORMANCE AND OUTLOOK 


Final results for 1988 indicate that GDP expanded by 3 percent, 
a higher figure than was estimated even late in the year. 

Fixed investment, while a little less robust, was the lead 
growth sector for the third consecutive year. Though still 
below the GDP average, private consumption growth was stronger 
than in 1987. Growth in the comparatively small public 
consumption component was a little above the GDP figure. 
Overall, domestic demand grew by a solid 4.4 percent. Exports 
of goods and services recorded real growth of almost 5.5 
percent, which represented a strong recovery from the 
stagnation of the two previous years. However, imports grew by 
almost 8 percent, so that on balance the foreign components 





made a negative contribution to GDP growth. 


In 1988 industrial production averaged a 7 percent increase, up 
from just 1 percent in 1987. The most important contributors 
to this rise were the chemical and the metallurgical 
industries. Capacity utilization rose strongly in the second 
half of the year and averaged 87.7 percent for the year. Labor 
shortages, especially in the skilled labor category, continued 
to plague the economy, and the unemployment rate averaged just 
0.7 percent. However, despite what could be termed an 
"overheated" economy, the average rise for the consumer price 
index was only 1.9 percent. 


It is doubtful that 1989’s results will match those of 1988. 
The consensus of economic forecasts foresees growth of between 
2 and 2.5 percent. The main reason for the slowdown would be a 
drop-off in fixed investment. In part, this development might 
reflect a degree of exhaustion of investment opportunities 
after several years of strong investment demand, which was 
spurred by industrial restructuring, the need to introduce 
laborsaving equipment, and the high rate of capacity 
utilization. However, the impact of tighter Swiss National 
Bank monetary policy will likely be a more important factor, 
especially during the latter part of the year. A slowdown in 
private consumption also seems likely, even though at the 
beginning of the year the consumer confidence index was at its 
highest level ever. A factor underlying this would be a 
squeeze put on household discretionary income by higher 
mortgage interest rates. Most mortgages here have floating 
rates, and estimates indicate that Swiss per capita mortgage 
indebtedness may be the highest in the world. In addition, 
higher mortgage rates translate into higher rents. In this 
regard, rate increases already decided upon by mid-1989 could, 
at a legally controlled maximum, result in rent increases of 14 
percent. Overall, domestic demand might increase by less than 
half the 1988 amount. 


As a small open economy (in 1988, in real terms imports 
amounted to over 52 percent of GDP and exports to over 48 
percent), developments at the international level are always an 
important factor in determining economic performance. Exports 
are not likely to match 1988’s pace, the result of somewhat 
slower economic activity in Switzerland’s most important 
overseas markets. However, improved competitiveness resulting 
from a sizeable depreciation which the Swiss franc has 
sustained since early 1988 should partially offset this. 
Reflecting the decreased domestic demand, real import growth 


should fall substantially, perhaps to less than half the 1988 
level. 


As far as inflation is concerned, it is likely that the CPI 
will average a little over 3 percent for the year, hitting a 





peak of around a 4 percent annual rate during the fourth 
quarter. A rise in import prices will be the most important 
contributor to this acceleration. For example, energy products 
prices were raised several times during the first half of the 
year, reflecting both an increase in the dollar denominated 
international price of oil and the Swiss franc’s depreciation 
against the dollar. With the slowdown in the economy, the 
unemployment rate could rise fractionally, but this would not 
do much to ease the shortages of skilled labor. 


FISCAL AND MONETARY POLICIES 


Fiscal Policy. In 1988, the Swiss Confederation ran a 
financial budget surplus of SF 1.25 billion, the third 
consecutive annual surplus. The 1989 budget document foresees 
a surplus of a few hundred million. The Government of 
Switzerland does not utilize fiscal policy as a countercyclical 
tool and the share of federal expenditures in total public 
expenditure is only about 35 percent. The basic objective of 
fiscal policy is to keep the budget balanced, consistent with 
the government’s medium-term objective of maintaining federal 
expenditures at 10 percent of GDP. While 1988 results for the 
cantons and communities are not in yet, these might not diverge 
too much from 1987 when small surpluses were recorded. At the 
end of 1987, the total outstanding stock of public debt 
amounted to only 32.9 percent of GDP. The debt was about 
equally divided amongst the three levels of government. 


Monetary Policy. The Swiss National Bank (SNB) targets the 
monetary base (currency plus banks’ sight deposits with the 
National Bank). A change in technical factors led to a sharp 
decline in bank liquidity demand in 1988, and as a result the 
National Bank engineered a contraction of the monetary base. 
Despite this, the SNB says that monetary policy for the year 
was more expansive than desired, a result which contributed to 
an overheating of the economy. The SNB has set a 2 percent 
monetary base growth target for 1989. In the face of 
considerable criticism that its stance is not sufficiently 
tight, the SNB has responded that policy is consistent with the 
long-standing objective of holding inflation to a zero to 1 
percent annual rate over the mediumterm. The SNB also believes 
that its policy will accomplish this without unduly adding to 
the risk of a recession. 


Since the beginning of 1988, the Swiss franc’s depreciation has 
been substantial. In nominal terms, the SF’s trade weighted 
index sustained a 12 percent decline between January 1988 and 
May 1989. The decline between December 1988 and May 1989 was 7 
percent. On a bilateral basis, the May 1989 average was down 
from that of December 1988 by 15 percent and by 5 percent 
against the dollar and the D-mark, respectively. 





Varied explanations for the SF’s decline have been offered, 
including that of citing SNB monetary policy. One view is that 
the depreciation has primarily been a necessary adjustment to 
earlier appreciation which had in early 1988 brought the SF to, 
or near, record highs against most currencies. Another 
explanation is that, for a variety of reasons, Switzerland has, 
at least to some extent, lost its "safe haven" role. The major 
factor in this development would be the relatively improved 
economic and political situation outside of Switzerland. Some 
analysts argue that this in turn has ended Switzerland’s status 
as an “interest rate island," which had allowed the 
simultaneous enjoyment of both a strong currency and low 
domestic rates of interest. Some would draw support for this 
argument, by observing that in mid-1989 the SF was by several 
measures at its lowest level since the early 1980s, while Swiss 
interest rates rates were at their highest levels since that 
time. However, a more definitive judgment both on the cause of 
the franc’s decline and the duration of this decline must await 
the future. 


BALANCE OF PAYMENTS 


Switzerland’s status as a capital exporting nation is 
illustrated by its net foreign asset position, which at the end 
of 1987 was estimated to be SF 243 billion or 95 percent of GDP. 


The pattern of current account transactions reflects capital 
account developments. In 1988, the current account recorded a 
SF 9.2 billion surplus, which included a trade deficit 
(payments basis) of SF 9.2 billion, services surplus of almost 
SF 10 billion (the biggest component is tourism) and factor 
earnings surplus of over SF 11 billion. Within factor earnings 


was a SF 5 billion labor deficit and SF 16 billion capital 
surplus. 


In 1989 higher prices of imported goods can be expected to 
result in a substantial increase in the value of merchandise 
imports. But, despite some expected slowdown in economic 
activity in overseas markets, exports should be up fairly 
substantially as well. Contributing to this will be improved 
price competitiveness, as by mid-1989, in inflation adjusted 
terms, the SF was trading at its lowest levels since the early 
1980s. For the year the trade deficit will likely increase by 
at least SF 1 billion from 1988. 


The other elements of the current account should, on balance, 
perform well enough to keep the surplus at about the 1988 
level. The capital earnings surplus can be expected to grow, 
both because the net foreign asset position increases with each 
additional current account surplus and as a result of higher 
interest yields on the assets. 





AGRICULTURAL ECONOMY AND POLICY 


After an excellent crop year in 1988, Switzerland appears 
headed for another good year in 1989. As of mid-June, weather 
conditions have been favorable and crops are in good 

condition. The major negative factors have been declining beef 
and continuing low pork prices, which prompted the government 
to reduce beef imports by 31 percent during the first three 
months of 1989. 


Swiss agriculture was jolted in early June 1989 when voters 
narrowly rejected an initiative which would have enshrined in 
the Swiss Constitution major new principles for carrying out 
agricultural policy. The so-called Small Farmers’ Initiative 
would have restricted government support to farms operated 
primarily with family labor, guaranteeing them prices that 
cover their costs of production. The initiative was rejected 
by a 51-49 percent ratio with primary support coming from major 
urban areas where indications were that environmental concerns 
about modern intensive agriculture played an important role. 


The near success of the Farmers’ Initiative triggered 
statements by Swiss Government leaders on the need for 
accelerating existing efforts to implement new laws addressing 
environmental concerns. To the extent that this results in 
less intensive future production, some decline in the level of 
agricultural self-sufficiency (presently about 65 percent) 
could be expected. However, the subsidy costs of a 
less-intensive agriculture that maintains the existing 
agricultural land area and farm population could be high. 
Tough choices must be made by the Swiss Government as to how 
much can be achieved through continued isolation of Swiss 
prices from the world market (which could increase consumer 
discontent and increase GATT difficulties) and how much through 


direct payments to farmers (which could trigger federal budget 
problems). 


The other major agricultural policy preoccupation is the 
approach of an EC integrated market in 1992. Switzerland is 
moving deliberately toward adoption of EC technical and health 
and sanitary measures. For example, Switzerland plans a 
wholesale adoption of EC meat inspection requirements while 
joining with other European Free Trade Association (EFTA) 
member countries in establishing a joint (EFTA) inspection 
authority to control third country processing plants and 
certification systems. This is intended to permit EFTA 
countries independent decision-making as to which third-country 
plants may be certified, while still having a unified EFTA-EC 
system to facilitate trade. 





AGRICULTURAL TRADE 


The value of Swiss agricultural imports (including over $700 
million of forestry products) increased 3.8 percent to SF 8.3 
billion in 1988. This reversed the decline of 1987 and raised 
Switzerland’s agricultural trade deficit to SF 4.3 billion. 


With the highest per capita income of all OECD countries and 
geographic/climatic limitations on domestic production, 
Switzerland is a growing market for agricultural products -- 
especially high value and high quality products. For example, 
poultry meat imports increased 10 percent and imports of fruit 
and vegetable preparations were up 18 percent (both in value). 
However, preferential trading arrangements with EC and EFTA 
countries for processed food products, together with export 
subsidies, transportation costs, and other advantages of such 
countries in bulk and intermediate products, combined to 
squeeze the U.S. share of Swiss agricultural imports down to 
only 4.4 percent, the second lowest level since World War II. 
Sectors with the highest U.S. import shares (value) were 
almonds (72 percent), rice (58 percent), raw cotton (38 
percent), horse meat (43 percent), and durum wheat (36 percent). 


IMPLICATIONS FOR THE UNITED STATES 


Switzerland’s robust economic growth in 1988 has continued well 
into 1989. Expectations are that for the remainder of this 
year and well into the nineties the Swiss economy should still 
be going strong. The foreign trade sector benefited from this 
excellent performance, with both exports and imports up 
sharply. U.S. suppliers have taken advantage of this situation 
to increase their share of the Swiss market as imports from the 
United States outpaced the average. According to Swiss 
Government statistics, imports from the United States reached 
SF 4.6 billion in 1988, an increase of 14.2 percent over 1987. 
The first five months of 1989 have witnessed even more 
spectacular gains. Imports from the United States are up 40.3 
percent for this period, and the U.S. market share has grown to 
6.6 percent. The United States has become Switzerland’s fourth 
largest foreign supplier after the bordering countries of | 
Germany, France and Italy. Most importantly, these import 
gains are reflected over a wide range of products, from 
consumer goods to intermediates and capital equipment. For 
example, automobiles and related equipment increased 
approximately 40 percent over 1987 and more than 100 percent 
over 1986. Other areas registering significant gains are 
organic chemicals, pharmaceuticals, aircraft, data processing 
equipment, precision instruments, plastic materials, and 
optical and medical equipment. 





It is most unlikely that the recent gains in the exchange value 
of the dollar will halt this trend. Switzerland’s prosperity 
depends on the country’s ability to compete effectively in 
international markets. Exports of goods and services account 
for 48 percent of Swiss GDP. Moreover, the Swiss have the 
industrial world’s highest per capita income and rank among the 
top three in labor costs. The result is a continuing need to 
reduce production costs through the introduction of modern 
techniques such as computer integrated manufacturing. The 
proposed Single European Common Market scheduled to take effect 
by the end of 1992 acts as an additional spur to the Swiss to 
maintain their competitive edge. In 1988, the EC accounted for 
71 percent of Swiss imports and 56 percent of Swiss exports. 
Switzerland, for various reasons, will not join the EC. 
Instead, the country has opted for a policy of external 
adaptation, which means the Swiss will attempt to adapt to EC 
standards and developments in order to ensure a ready access to 
EC markets. 


U.S. suppliers are well placed to take advantage of Swiss 
needs. However, U.S. firms must recognize that they must 
demonstrate a commitment to the Swiss market. This means 
establishing a close relationship with an aggressive local 
distributor and earning a reputation for reliability and 
quality -- two factors the Swiss hold in high esteen. 


The U.S. & Foreign Commercial Service (US&FCS) at the U.S. 
Embassy in Bern is ideally situated to assist American 
companies seeking to enter the Swiss market. In addition to 
direct assistance to individual firms, US&FCS Bern conducts an 
ambitious trade and tourist promotion program designed to 
provide American companies with market exposure and sales 
opportunities. Over the next 12 months these shows include: 


September 1989 Meet America Business Meetings 

September 1989 Matchmaker Trade Mission 

September 1989 Export Control Seminar 

October 1989 ITU-COM (Telecommunications) 

October 1989 Travel Trade Workshop (Tourism) 

October 1989 Auto Tecnica ’89 (Automobile acc.) 

October 1989 Invest in USA seminars 

January 1990 Visit USA Seminar (Tourism) 

February 1990 Industrial Handling (Robotics, CAD/CAM, etc.) 

March 1990 Space Commerce (Space transportation) 

March 1990 Printemps Informatique (Microcomputer 
systems) 

May 1990 Worldidac Expo (Educational equipment) 

May/June 1990 Automacom ‘90 (Retail automation) 

June 1990 Technobank (Computer systems) 

June 1990 Meet America Business Meetings 





FOREIGN INVESTMENT 


Swiss regulations regarding foreign investment generally accord 
national treatment to foreign firms. Restrictions principally 
concern the purchase of real estate by foreign individuals and 
limits on the number of foreign personnel. Neither of these 
restrictions seriously affects business operations. In 
addition to direct investment, many Swiss firms are open to 
licensing and joint venture opportunities. 


As of year-end 1987, U.S. direct investment in Switzerland had 
an estimated book value of $20 billion. This investment 
comprises 627 companies, employing 52,889 workers. At the same 
time, Switzerland ranks fifth in importance as a foreign 
investor in the United States with $13.7 billion, comprising 
750 firms, employing 181,729 persons. 


Many Swiss firms find themselves in a favorable cashflow 
position, in part thanks to the high value of the Swiss franc. 
They are using their relatively new found muscle to seek 
investment opportunities abroad. Nestlé’s acquisition of 
Rountree and Hoffmann-LaRoche’s unsuccessful multibillion 
dollar bid for Sterling Drug are examples of this trend. In 
addition, many smaller Swiss firms seek to reduce exchange rate 
risks and protect U.S. markets previously supplied by exports 
through assembly or manufacturing operations in the United 
States. As a result, Switzerland has become a target for U.S. 
state and municipal organizations eager to attract investment 


to their areas. Four gubernatorial visits have already taken 
place in 1989. 


TRAVEL USA 


The United States remains a favorite overseas destination for 
Swiss travelers. In 1988, an estimated 286,000 Swiss (nearly 5 
percent of the population) visited the United States, a 25 
percent increase over 1987. A study performed by a Swiss 
business school estimates that the average Swiss tourist to the 
United States stays two weeks and spends $2,500, exclusive of 
travel. This suggests that the United States earned about $700 
million from Swiss tourism in 1988. However, no one expects 
these yearly increases to continue indefinitely. Industry 
experts believe that 1989 will witness a levelling off of Swiss 
travel to the United States. For this reason, the U.S. tourist 
industry must actively promote its interests in Switzerland. 


The affluent Swiss like to travel individually and often seek 
offbeat destinations. This desire creates opportunities for 
areas in the United States which may be lesser known to the 
Swiss. Tour operators, airlines, hotels and other 
organizations serving the tourist industry may participate in 
annual travel promotion events taking place in Switzerland. 





The FCS in Bern organizes two of these events--the U.S. 
Pavilion at the Travel Trade Workshop in Montreux and the Visit 
USA Seminars in Montreux and Zurich. 


LABOR DEVELOPMENTS 


Switzerland’s economic prosperity is based on the skills of a 
dedicated labor force and technological expertise in 
manufacturing, as well as earnings from services such as 
tourism, banking and insurance. In 1988, the size of the work 
force peaked at 3.3 million, of which 58 percent was employed 
by the services sector and 42 percent in industry. The average 
unemployment rate stood at 0.7 percent. A total of 37,000 new 
job positions were created, chiefly in insurance, banking, 
public administration, research and development, 
telecommunications, health care, management consulting, 
watch-making, and construction. Women occupied 20,000 of the 
new positions. They now account for 37 percent of the 
country’s work force. Job vacancies increased by 11 percent to 
17,182. In practice, many thousands of additional workplaces 
were said to be vacant but went unregistered with labor 
exchanges. 


A serious shortage of all kinds of skilled labor brought on by 
the high level of economic activity and structural changes in 
industry continued to be a source of major concern. The 
industries most affected are services, engineering, and 
chemicals--the three pillars of the Swiss economy. The 
shortage is particularly severe for mid-level managers and for 
specialists in high-tech fields. In order to attract new 
workers or retain those on the staff, companies offer flexible 
work schedules, profit sharing schemes and bonus stock as well 
as improved social benefits. Pay increases in 1988 averaged 3 
percent in nominal terms and 1.3 percent in real terms, but 
were considerably higher for qualified personnel. 


To keep the economy moving, Switzerland continues to be 
dependent on foreign labor. In 1988 the country counted about 
816,000 gainfully employed aliens, which corresponded to 25 
percent of overall manpower. In sectors like the building, 
textile and hotel and catering industries, their share was 
noticeably higher. Although many foreign workers still fill 
such occupations as handymen and cleaners, a great number are 
now employed in highly paid positions in industry and 
services. For example, 35 percent of the academic staff at 
Ciba-Geigy, Switzerland’s largest chemicals enterprise, are 
non-Swiss. For computer departments in general, the share of 
foreigners is around 50 percent. 


With continued growth in the high-skill and service areas, and 
declines in opportunities for the unskilled and those in manual 
occupations, the Swiss Labor Office is paying increased 





attention to promoting higher education and introducing 
extensive retraining courses as a source of entrants to the 
higher levels of the labor market. Swiss companies themselves 
have recognized that they must learn to develop skills from 
within, rather than poach them at premium rates from 
competitors, causing disruption and pay anomalies. 


In 1988 four strikes occurred, involving four companies and 131 
workers for the duration of 870 workdays. Reasons for the 
strikes were pay and work schedule disputes. In general, 
however, the Swiss labor scene continued to be characterized by 
harmonious relations between management and workers. Despite 
the fact that pay rates grew only slowly, there was little 
cause for dissatisfaction. There may be two main reasons for 
this: One is Switzerland’s traditionally low inflation rate, 
running at an annual 1.9 percent in 1988. The other is the 
remarkable absence of labor strikes resulting from agreements 
signed by the social partners. Trade unions here, in general, 
do not oppose or unduly delay changes and innovation in 
industry. Like management, they see Switzerland’s future in 
the creation of a high-technology, high-productivity and 
high-wage economy which cannot, and does not want to, compete 
with low-cost labor economies. 





